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REVIEWS 



CHARLES RIST ON GERMANY'S WAR 
FINANCES 

Professor Rist's new book 1 is a notable survey of an im- 
portant subject. True, the time is not ripe for an exhaustive 
study. Essential German data are not yet available. Inten- 
sive studies by competent German economists must precede 
a complete and perfect appraisal. We are yet too near to the 
war, too much under the influence of the war's emotions, to 
attain at all points the truest perspective. But we need, 
while the experience is still fresh in our memories, competent 
preliminary studies of war-time policies and theories — those 
of belligerents and neutrals alike; the more because so many 
lessons which it should teach are sorely needed in the painful 
return to normal conditions. Such a preliminary study Pro- 
fessor Rist has written; it is the best which the reviewer has 
seen for any country, and, for its intended readers, it will 
rank as a model of its kind. 2 

The book is an outgrowth of the writer's activity as an 
associate of Professor Lichtenberger in editing war docu- 
ments. In this capacity he followed, day by day for four 
years, the course of events in Germany and the expressions of 
German economic thought. Probably no one today, at least 
outside of Germany, can speak with equal command of the 
relevant literature. Furthermore, as economists do not need 
to be reminded, Professor Rist approached his task with the 
invaluable background of an intimate understanding of the 

1. Charles Rist, Les Finances de Guerre de l'Allemagne. Payot et Cie, Paris, 1921. 

2. Professor Gaston Jeze has published several installments of an excellent treatise 
on French war finance which is more exhaustive and therefore more valuable for the 
student of public finance, but hardly the equal of Professor Rist's in incisiveness, 
balance, and interest. 
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development — and vagaries — of economic thought over 
the past century and a half. The novel and peculiar problems 
of the war brought about, in every country, a continuous 
struggle of conflicting theories, and the right ones did not 
always triumph. Hence the analysis of economic opinions 
must be an integral part of any comprehensive examination 
of war policies. Readers who know Professor Rist only as a 
historian of economic doctrines will find him no less com- 
petent as a critical reviewer of facts and policies in a field 
where assembling, selection, and exposition of data constitute 
a task of no small magnitude. 

The book is avowedly written for a French public. As the 
author writes in his preface : 

[Germany's finances] will have, for years to come, too direct a 
bearing upon French finances for a Frenchman to neglect them. 
Their history during the war gives the key to their present situation. 
This is the excuse for this book. I have made no pretense of instruct- 
ing specialists in the science of finance. I have had primarily in 
mind a public which has a right to be informed upon questions which 
concern it so closely. 

He seeks especially to enlighten French public opinion upon 
the fallaciousness of certain economic and financial doctrines, 
particularly in the realm of money and foreign exchange, 
"which the calmer reflection of years of peace had shown to 
be inaccurate and dangerous." He is frankly disturbed by the 
strength of mercantilist opinion in France, with its nar- 
rowly nationalist policies, its "old protectionist pharma- 
copeia," its tendencies toward thorogoing government 
regulation. "For France in particular," he believes, "that is 
the road to ruin." Professor Rist's analysis, however, should 
be widely read outside of France. Altho France may be the 
country most vitally concerned in Germany's future financial 
policies, and may be peculiarly exposed to the contagion of 
false doctrines "made in Germany," no student of affairs can 
question that the policies and progress of Germany and 
France in the next few years will profoundly affect the prog- 
ress and policies of the rest of the world, especially the great 
exporting nations; and no competent observer abroad, even 
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in Adam Smith's land, can afford to cast stones at French and 
Germans as one who himself lives in a land of right thinking. 

The book is brief, clear, well proportioned and couched in 
simple, charming French. It is to be hoped that translations 
will be made available for the large intelligent public who 
command only a single tongue. Economists will especially 
appreciate the guide to the literature of the subject which the 
footnote references provide; and many other readers will en- 
joy the footnote comments no less than the text. After Mr. 
H. G. Wells' popular volumes on the history of the world, 
surely the day is past when it is necessary to omit or apologize 
for footnotes in a book intended for a wide circle of readers. 

War finance, as most of us realize more clearly than we did 
ten years ago, is not a simple matter of public expenditures, 
taxes, and loans. It involves important banking policies, as 
well as regulation of trade, foreign exchange, commodity 
prices, and security issues. It ramifies through the whole 
economic organization. 

Professor Rist's study throws this fact into bold relief. 
Little space is devoted to expenditures, and two chapters out 
of eight suffice to deal with loans, taxes, and the budget, 
except so far as these figure again in the brief discussion of 
the fifteen months after the armistice. Half of the book, the 
better half indeed, is concerned with finance in the sense of 
banking, currency, and exchange — pre-war banking prep- 
arations, financial mobilization at the outbreak of the war, 
currency inflation, Reichsbank policies, the depreciation of 
exchange and attempts to check it. The Reichsbank oc- 
cupies the center of the stage. The government policy as 
such, linked with Helfferich's name, incurs the author's 
criticism; the Reichsbank policy under Havenstein's leader- 
ship, on the other hand, he regards as on the whole ably con- 
ceived and masterfully executed, brought to grief only by the 
"indefinite prolongation of hostilities, crowned by the mili- 
tary debacle and the revolutionary crisis." 

The opening chapter furnishes support for those who ac- 
count Germany the arch-plotter of the war. Clearly her 
leaders looked forward to war and made plans to meet the 
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exigency. After the Kaiser-humiliating Agadir crisis in 1911, 
in obvious anticipation of an early return of such an emer- 
gency, measures were promptly taken to put the financial 
machinery in readiness to stand the shock of war. Most of 
these were banking "reforms," justified in some degree on 
commercial grounds but in the main as essential to meet the 
threat of hostilities. Under the influence of the president of 
the Reichsbank, the big banks practically discontinued short 
time borrowings abroad, the dependence upon which had 
been a seriously restraining influence in 1911. Pressure was 
exerted, tho with less success, to force the joint stock banks 
and private banks to strengthen their reserves. With the aid 
of emergency taxes imposed in 1913, the government war 
chest at Spandau, formerly 120 million gold marks, was 
trebled by the addition of equal quantities of gold and silver. 
The Reichsbank extensively increased its gold reserves : con- 
siderable purchases of gold were made at a loss; still more was 
absorbed from circulation by expanding the issue of small 
bank notes, encouraging private issues, and stimulating the 
substitution of paper for gold in payments by private com- 
panies and the railway and postal administrations. So suc- 
cessful were these efforts that the Reichsbank balance sheet 
for July 23, 1914, showed a reserve of 93 per cent of the out- 
standing notes, and a legal margin of issue of 3,358 million 
marks — both figures large beyond all precedent. Meanwhile 
financial experts worked out detailed programs for financial 
"mobilization" to be filed with the plans for military and 
naval mobilization. 

The experience at the outbreak of war justified the care in 
preparation. The Reichsbank promptly assumed the role of a 
state war bank. Into its coffers the Spandau chest emptied 
its treasure. The discount rate, altho raised by one per cent 
each on July 31 and August 1, was only 6 per cent at its 
maximum. Loans were freely made to individuals and com- 
panies; private bills in the Reichbsank portfolio increased 
from 751 millions to 2980 between July 23 and August 15. On 
the latter date, discounted treasury bills reached 1446 mil- 
lions. Notes and deposits rapidly expanded accordingly, but 
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so well did the reserves keep pace that the ratio of metallic 
reserves to note issue did not fall below 36 per cent in these 
early months of the war. 

The war loan banks (Kriegsdarlehnskassen) , legally sepa- 
rate from the Reichsbank but virtually directed by it, began 
on August 8 to make advances on a wide variety of securities 
to merchants, industrial establishments, commercial and 
savings banks, cooperative credit societies, and individuals, 
eventually becoming bankers to the states and municipalities. 
Their notes (Darlehnskassenscheine) served partly as addi- 
tional legal tender currency but even more largely, in time, 
as elements in the Reischsbank reserves: as it authorized 
loans by these institutions, the Reichsbank exchanged its own 
notes for war loan bank notes and then held in its vaults such 
amounts of these as it needed to maintain the legal reserve 
ratio. It is a remarkable commentary upon the German 
mentality that this farcical procedure of maintaining a legal 
reserve could be gravely kept up until the present year. The 
war loan banks furnished a convenient supplement to the 
operations of the Reischbank and joint stock banks, relieving 
the ordinary banks from the necessity of extending their 
loans, as happened generally abroad, to meet the special 
needs. 

Thanks to these measures for indefinite expansion of cur- 
rency and credit, Germany was able to avoid resort to a 
general moratorium, and exhibited, two months after mo- 
bilization, the appearance of "an almost normal financial 
situation." Various partial moratoria were, however, estab- 
lished, and Professor Rist thinks it doubtful whether Ger- 
many gained more than an empty boast by avoiding the 
moratorium which was so commonly established abroad. 
None the less, the financial mobilization at the beginning of 
hostilities must be regarded as distinctly successful. 

The German government's own loan policy was simple in 
the extreme. Regularly twice a year, with true Prussian pre- 
cision, loan campaigns were launched to raise, on substan- 
tially uniform terms, unlimited amounts of 5 per cent war loan 
bonds. The nine loans yielded 96 billion marks — a success 
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which astonished the Germans themselves and led foreign 
observers to question the genuineness of the procedure. Pro- 
fessor Rist, however, denies that the success was illusory, and 
is at pains to explain how such quantities could be derived 
from genuine savings or liquidation of assets. On the one 
hand, it involved the diversion to war uses of the huge annual 
savings which Germany had previously been exporting or 
transmuting into permanent physical form at home. On the 
other hand, it necessitated maintaining a free flow of liquid 
assets and a constant readiness to invest them. The story is 
interesting and significant. Between the loan issues, further- 
more, funds were provided by successful appeals to banks and 
capitalists to absorb treasury bills, which were subsequently 
accepted in payment for war loan bonds. How far short of 
complete success were the loan campaigns is indicated by the 
fact that at the time of the armistice, shortly after the issue of 
the ninth loan, the floating debt amounted to 45 billion marks, 
nearly half the amount of the funded debt. 

The main features of the German war budget policy are 
well known — to maintain by taxes the equilibrium of the 
ordinary budget, kept artificially at substantially the figures 
of 1914; to throw into an extraordinary budget all military 
and naval expenses, and exceptional expenses of most other 
types; to cover the extraordinary budgets by loans, to be re- 
tired by indemnities imposed upon conclusion of the war; and 
to increase the tax burden only to provide for interest on the 
growing debt. Students of politics and public finance will be 
especially interested in the story of the conflict between the 
states and the federal government and the eventual cen- 
tralization of the tax system, to which the pressure for new 
tax revenues led. 

In the discussion of inflation and the monetary policies of 
the Reichsbank, Professor Rist is at his best in combining 
exposition of facts with critical analysis of German opinion. 
How the reserve ratio of one-third was maintained, how the 
facts of inflation and currency depreciation were denied, how 
favorable contrasts with French currency expansion were 
made by neglecting war loan bank notes in circulation, how 
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Belgian and Polish notes were replaced by German currency, 
how and why the extension of the check was pressed, how 
deliberate insincerity was mingled with ignorance — it makes 
another interesting story. 

The chapter on exchange rates, the reasons — actual and 
assigned — for their fluctuations and particularly the decline 
of the mark, and the measures taken to correct the deprecia- 
tion, is likewise an excellently balanced combination of facts 
well presented and theories critically considered. German 
treasury and Reichsbank officials insisted that the rise of the 
foreign exchanges reflected merely the interruption in trade 
and in financial relations with German's foreign creditors, and 
in no way reflected upon the soundness of her currency or 
internal finance. Only a few German writers, such as Lans- 
burgh, editor of Die Bank, recognized in print the role of the 
currency inflation and its causes in government borrowing. 
Hence the comparative failure of measures designed to sup- 
port the mark — gold shipments, restriction of imports, con- 
trol of exchange, sale of foreign bills, and floating of loans in 
neutral countries. Here it is that the available facts are 
scantiest; but it is clear that the best of efforts in those direc- 
tions served merely to retard the fall of the mark. 

The chapter on war indemnities is essentially a discussion of 
indemnity theory, first as reflected in German writings and, 
second, as embodied in the Versailles treaty. Professor Past 
sets forth with special approval the views of Lansburgh. As 
"reparations" to repair the ravages of war, indemnities are 
useful and may be "an absolute necessity, a condition vital to 
existence." As reimbursement of war expenditures, on the 
other hand, they are as dangerous as a feast to a man who has 
gone hungry for years. In general, German writers accepted 
unquestioningly the view that Germany must impose heavy 
indemnities upon her defeated enemies and, that she would 
profit from them. Their discussions related chiefly to methods 
of collection. It was easily recognized that payment in specie 
would be feasible only within narrow limits. Payment in 
securities came to be accepted as the preferred method, to be 
supplemented in slight measure by payment in kind. There 
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is no evidence of adequate appreciation by German writers 
of the conditions which underlie the use of securities. The 
strange notion that practically unlimited sums could be 
exacted through the device of security transfers deserves 
rather more criticism than Professor Rist directly accords it. 

In his own consideration of the reparation clauses of the 
treaty, however, Professor Rist makes clear that he accepts no 
such conclusion. He agrees with other authorities that Ger- 
man holdings of foreign securities cannot bulk large in the 
indemnity payments, that her ability to pay in services is ma- 
terially lessened by the confiscation of her merchant fleet, and 
that she can pay in specie to only an insignificant amount. 
He recognizes frankly that Germany must ultimately pay the 
indemnity primarily by her exports of goods. Hence boy- 
cotting German goods, economic warfare, raising high pro- 
tective tariffs, all operate as limitations upon Germany's 
capacity to pay; and at best her ability to pay is limited by 
her capacity for export and the readiness of foreign markets to 
absorb her products. "The very idea of war indemnity is 
really a direct blow at protectionism." Yet thousands of 
Frenchmen, unaware of this inherent opposition, are at once 
ardent protectionists and loud supporters of a huge indem- 
nity. Valuable as it is, the chapter is unfortunately too short 
to satisfy the appetite of readers who have fed for three years 
on the husks of indemnity discussions. 

In a study so timely and successful one may overlook the 
few omissions, deficiencies, and minor slips that were in- 
evitable. The reviewer must confess, however, to one disap- 
pointment. There is no chapter in which the author sums up 
the outstanding conclusions to be drawn from the study, what 
are the sound principles of war finance which Germany ob- 
served, what the unsound principles which she followed to 
her detriment. Nowhere does he sketch the outlines of a 
normal program of war finance, under such conditions as Ger- 
many faced, or point out specifically the significant bearings 
of the war-time experience upon post-war policies. Such a 
concluding chapter, in part a mere summary, would also 
afford opportunity for critical consideration of such questions 
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as to how far currency inflation was inevitable, and how its 
evil effects and after-effects might have been prevented or 
mitigated. For such a chapter one could even spare the 
necessarily incomplete discussion of developments since the 
armistice. Adequate treatment of this broader subject will 
be easier when the war finances of all the leading countries 
have been carefully studied; and perhaps it is too much to 
expect it in a preliminary study. For generalizations of this 
character, it must be said, Professor Rist's volume contributes 
useful material, and his own conclusions from Germany's ex- 
perience are often implicit when they are not very speci- 
fically expressed. 

Joseph S. Davis. 
Stanford University. 



